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1. Introduction 
 
The end of communism “spelt the end of a political system that has exercised a powerful 
influence over the political history of twentieth century Europe. In so doing, it also uncovered 
prospects of democratization in parts of the world long deprived by them.” (Potter, Goldblatt, 
Kiloh, Lewis, 1997) 
 
So, did the bloody revolution of 1989 in Romania bring with itself new values, Western 
values? Is Romania going West since 1990? A very interesting way in fact to look at 
Romania’s evolution for the past two decades is to analyze its orientation after and 
implementation of Western values. Democracy, free market economy, human rights, freedom 
of speech and of the press are the building stones of Western values, which the victims of the 
revolution have died for. This was the end of communism, the end of the Soviet Union and 
the “end of history”, as Francis Fukuyama would call it.  
 
But the scope of this master thesis is not to romanticize the high goal for which so many 
young people have sacrificed their lives at the revolution, neither to debate the Western 
values, but to try and quantify, Romania’s economic, mainly financial industry, development 
for the past 20 years, and try to understand how much it has become a free market economy. 
For this purpose it starts with a description of how democracy has been introduced in 
Romania and what were the difficulties in this complex metamorphosis. Politically, 
economically and socially extremely challenging for a post communist country, Western 
values had now to be implemented. Queues had disappeared and prices have been liberalized, 
but how was the normal person prepared to face this brusque liberation? From a centrally-
planned economy Romania had been transformed into a capitalist (dis)order economy. 
Somewhere in between East and West, with Ceausescu’s Romania gone and a new landscape 
trying to imitate Western values, people were feeling lost, like an animal that spends its entire 
life in a cage and is suddenly left free, without really knowing what being free should be like.  
 
This master thesis tries to present the fascinating transformation process of Romania, with 
crises, strong depreciation of the national currency and increasing inflation, which are 
altogether very common for emerging market economies, and to observe the increase and 
development of the financial industry in a post communist country. Important foreign direct 
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investment, the growth of banks and of the number of them together with the development by 
these of the asset management industry in two decades time, is for certain a story worth 
looking at. Furthermore, this thesis has not just the purpose of illustrating the transformation 
process of Romania’s economy and the importance the financial industry started to play in the 
economy as a whole, but also to try and find how dependent this industry is on political 
events. Is there a connection between money flows of investment funds and political 
elections? And if so, how strong could such a connection be? How far west did Romania go 
and how far east did it stay? 
 
In order to best approach the economic development I have sometimes chosen comparison 
with other Eastern European countries as well as Western ones. The post communist world is 
worth looking at from many different perspectives regarding transformation, but the one this 
thesis is going to have as focus is the creation of the investment fund industry, its perception, 
growth and development as well as its link to the political scene.  
 
A unique process in the world history, this transformation of the Eastern post-communist 
block into functioning democracies and free market economies, was not only challenging for 
the people who lived through it, but also challenging for an analyzer of the metamorphosis. 
How did the ideal of communism with everyone equal, and equally distributed wealth among 
the people brusquely change into the concept of private ownership? Could mentalities change 
that fast?  
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2. Democratization and Privatization 
 
"The substance of the eminent Socialist gentlemen's speech is that making a profit is a sin. It 
is my belief that the real sin is taking a loss!"  (Winston Churchill) 
 
The end of the 1980s brought with itself important events that reinvented the geopolitical 
scene when the era of communism reached its end and the fresh breeze of democratization 
touched its former bastions. Romania faced a brutal and violent fall of the communist block 
fossilizing a heroic end of too many innocent victims. This violent revolution had put an end 
to a despotic head of state, a character around which a security apparatus has developed and 
affected every segment of society. Communist Romania, characterized by totalitarian ruling, 
was a closed system because of very little interaction with other countries. The moment 
communism became history Romania had to become something else. The metamorphosis 
required hard work on serious internal reforms of democratic nature as well as external 
relations. As of 1990 the civil society in Romania was not developed enough in order to face 
such changes and people were lacking knowledge regarding democracy and its procedures. 
The building blocks that constitute Western democracy, such as free elections, respect for 
human rights, a developed market economy, the rule of law, had to be inoculated into the 
population as values for the new system. The civil society had little influence on the political 
scene, as the non-governmental institutions had to grow to maturity from the embryonic state 
they were in at the moment. A learning process on both sides, political and non-political, had 
to be engendered, as the political actors were responsible for learning how to supply the 
interest of the public, while the non-political actors had to familiarize themselves with 
democratic procedures and means in order to be able to have control over the elite in power. 
The remainings of the communist system with its rigid structures and a high degree of 
centralization had influenced the structure of the new system and the actual decision power 
and authority remained in the hands of a few, the political elite, at least for some period. 
Whether this is still the case nowadays is an open question and will probably stay like this for 
much longer. This is why a very important characteristic of democracy, the participation of 
societal actors in the decision-making process, was, at least back then, a doubtful issue. 
Because the more influence the non-elite achieves over the elite, the more a society ascended 
toward democracy. (Stefan, 2009) 
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From an economic as well as social perspective, Romania was left by the so-called Ceausescu 
regime in stagnation. Privatizations started taking place in Romania case-by-case, contrary to 
the situation in the Czech Republic, Poland and the Slovak Republic, where mass 
privatizations occurred. In Romania, as well as in other former communist countries, 
privatizations were key to restructuring. A very important question in transition economies is 
how government may intervene in order to lead to a more quick restructuring of firms which 
will in turn speed up the transition to a developed market economy. (Pohl, Anderson, 
Claessens, Djankov, 1997)  
 
2.1 Economic Transition 
 
In the case of the Romanian economy, the long awaited transition from a centralized state 
economy to a market driven economy just started with the mid 1990s. The very long delay of 
the economic reforms was due to improper legislation, perpetual internal political conflicts 
and last but not least the lack of experience on the part of governments. Post revolutionary 
Romania was characterized by successive governments that were overpowered by the 
problems they were in charge to solve and, in addition, governments were also hampered by a 
society that found itself in turmoil. The aim of government was to maintain social peace and 
stability at any cost, so reform had to be sacrificed.  
 
The reform government of the Prime Minister Petre Roman quickly came to an end in 1991 
after multiple violent protests during 1990 and 1991 of the miners, who at that point in 
Romania were the most powerful industrial group. The years to follow have brought more 
protests and towards the end of the decade, in late 1999, violent protest in many cities forced a 
resignation of the government of Prime Minister Radu Vasile, which allowed a new reform 
government. This was a government of technocrats under Prime Minister Isarescu. These 
were the conditions, under which governments, continuing to remain heavily dependent on the 
electoral support from part of the industrial workers, were not willing to support reforms 
regarding restructuring of the economy. The problem of social peace was thought by the 
government to be solved by keeping the unemployment rate low, artificially, through 
financing state enterprises that were registering large losses and were delaying this way their 
closing. Companies would not be closed down, so the jobs would still exist.  
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The CDR centre right coalition government, towards the end of 1996, had unfortunately only 
little time to pave the way for some ambitious reforms, as it almost immediately had to face a 
full blown economic and financial crisis. Despite the deep and prolonged recession that began 
in 1996 and lasted until the end of 1999, reforms have known some success and were able to 
achieve large scale privatizations and also, very important, the restructuring of the banking 
system. (Private and confidential information) 
 
2.2 Economic Crisis (1996 -1999) 
 
An economic crisis was apparently needed in order to shake the governments out of the 
lethargy they had fallen into. This crisis forced the governments to act, because otherwise a 
total economic collapse was threatening to set in. Prior to the crisis, very little was 
accomplished in terms of economic and political reforms, as governments feared social 
upheavals and only ruled with timidity. Reforms were approached in a very chaotic manner 
and the truth is that the state continued to play a dominant role in both economy and society. 
 
The year 1996 was a year with very poor conditions, a time when continuing pressures were 
made on the currency, the current account imbalance was ever widening and the mass 
privatization program was very imperfect. Causes behind the crisis were numerous, but the 
most important one was the absence of the political will of the government to force enactment 
of structural reforms from both economic and social perspectives. These weak points of the 
Romanian economy had to do with continuous political interference, embryonic capital 
markets, very poor competitive environment, widespread fiscal evasion, inappropriate 
legislation, no compulsory corporate governance and the lack of effective supervision of the 
financial system. 
 
The emerging market crisis, which affected all CEE countries, also had an impact on the 
Romanian economy and multiplied the effects of the already existing crisis. The impact that 
the crisis had on the economy was illustrated by a sharp fall in GDP, the depreciation of the 
Romanian currency, Lei, and the explosion of inflation. The evolution of the GDP in the post 
revolutionary period reflected the absence of economic progress. The real GDP had fallen by 
8,8% in 1992, it barely reached a growth rate of 1,5% in 1993, managed to rise in 1995 by 
6,9% and registered a dramatic fall in 1997, reaching -6,6% and growth remained negative 
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until the end of 2000. In 1999, ten years after the revolution, GDP was just 74% of its 1989 
level and GDP per capita reached only 80% of the 1989 levels. 
 
Unproductive state sector companies continued to be financed by state sector banks, which 
ultimately led to a banking system crisis that required a transfer of credits and loans from state 
sector banks (Banca Comerciala Romana, Bancorex, Banca Agricola and the CEC) to the 
state banking recovery agency (AVAB) with the purpose of restructuring the system. This 
crisis that hit the banking system has also inevitably affected the private sector banks that 
were supported throughout this period by the National Bank of Romania (NBR) through 
special refinancing lines. Under this climate, Romania’s domestic and external debt has risen 
and servicing these amounts of debt became a significant issue. This has brought about 
successive downgrades of Romania’s sovereign debt ratings in 1998 and 1999. (Private and 
confidential information) 
 
2.3 Market Liberalization and Privatization 
 
Prior to the revolution the National Bank of Romania (NBR) was operating the Romanian 
banking system and it had two different roles. On the one hand it would act as a central bank 
and on the other hand it would be in charge of financing purchases for the state sector clients 
of different banks like Banca pentru Agricultura si Industrie Alimentara, Banca de Investitii 
and Banca Romana de Comert Exterior. After the revolution, in 1990, the NBR was only 
playing a traditional central bank role. Operations and commercial assets of the NBR and of 
the other banks, for which the NBR used to finance purchases, were taken over by their 
successor banks. State sector banks were formed in 1991 as joint stock companies according 
to the Banking Law and the Commercial Law. Private sector banks also received licenses and 
their numbers grew very rapidly. These newly born banks were under the control of business 
groups and domestic entrepreneurs, which, not surprisingly, were connected to political 
parties that took form after the fall of the communist block. Within the Romanian banking 
system, foreign participation was late to arrive and it was not until 1995/1996 that important 
foreign banks (ABN Amro, ING, Citibank) made their entrance into the scene. 
 
Privatization efforts were of different mixtures, as there did not exist a political consensus as 
to how to approach the problem. Romania was ruled until 1996 by coalition governments of 
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the centre left. These governments were populated with the old generation of ex-communists 
that did not have a proper understanding for market reforms and a younger generation of ex-
communist technocrats that could understand the mechanism of reform, but political and 
financial opportunism motivated them in a different direction. (Private and confidential 
information) 
 
These were the conditions under which in 1995 the voucher program had been introduced, as 
part of the mass privatization program. This voucher program would allow people to 
exchange vouchers for shares in companies that were to be privatized or placed with one of 
the five POFs (Private Ownership Funds). This program turned out to be a failure given the 
market conditions present at the time. 17,000,000 vouchers had been issued and by early 
1996, less than 10% of these had been exchanged for shares. As a consequence of this, the 
population became shareholders by default in one of the five POFs. The POFs together with 
the SOF were badly managed by political insiders with no competence. The SOF (State 
Ownership Fund) required restructuring in 1993 and it underwent another crisis in 1996, when 
the executive manager had resigned. 1 The status of the POFs was written in such a way that 
concentration of ownership was prevented. Shareholders of the POFs had no possibility of 
trading their shares on an open and regulated market until the POFs were converted into SIFs 
(financial investment companies) and were listed in 1999. (Earle, Kaznovsky, Kucsera, 
Telegdy, 2001) 
 
Given the ill-functioning system with no effective controls, the sheer size and the number of 
the holdings, managerial abuse was common. Corruption was flourishing and rules were 
skewed to the advantage of business groups and domestic entrepreneurs that were related to a 
political party. The SOF had also privatized part of the assets through Management Buy Outs. 
These, as expected, were also mostly politically brokered deals. No wonder, the results of the 
first years of privatizations were inadequate, as the private sector share of GDP only 
registered 54,90% by 1996, when the crisis has set in. 
 
No privatization in the banking sector had taken place prior to the crisis, as the governments 
continued to believe in the supremacy of the state in the banking system and considered that 
this would represent their key to control and manage the economic setup. But this could not 
continue like that and the crisis of 1996 mirrored the total mismanagement of the economy 
and of the banking system, which forced launching once more the privatization program. 
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The system was characterized by many weak links, such as underdeveloped system 
infrastructure, insufficient capitalization, very weak regulatory and supervisory structures, too 
much political interference, a much too high concentration of the market within the state 
controlled banks and the absence of a strategic move for the banking system. The resonance 
of the banking crisis grew stronger and stronger and it became clear for the government that 
without a serious reform, the entire system would be at risk. People would even loose that 
little confidence in the banking system that managed to survive and it would inevitably lead to 
a fast collapse of the entire banking system. What was to be done? It was clear that radical 
changes were needed and the way to approach the problem was thought by the government to 
be the following: more regulatory and supervisory power over commercial banks should be 
transferred to the NBR, pyramid schemes should be banned and provisions should be made 
for challenging economic times. The financing of the budget deficit through the NBR should 
come to a stop. It was easier to be said than done, as both the government and the NBR were 
poorly prepared to deal with such a set of reforms. Nevertheless, the situation required an 
immediate remediation, so AVAB – the banking recovery agency was created. This agency 
would take over the non-performing loans of important state sector companies like Bancorex, 
BCR, Banca Agricola and CEC. At the same time negotiations began between the Republic of 
France and Romania for the acquisition of BRD. At that time, from all the state banks, BRD 
was considered the most prepared to undergo a privatization process and no later than 1998 
the successful sale of BRD to the French company Groupe Societe Generale had taken place. 
(Private and confidential information) 
 
In 1999 a new reform program was introduced, one that was aiming to privatize the state 
sector banks, to introduce IAS (International Accounting Standards) and improved auditing 
procedures, to strengthen compliance for regulatory standards, increase NBR’s power 
regarding supervision and regulation and dispose of the non-performing loans of the state 
banks. After the absorption of Bancorex by BCR in the summer of 1999 and the radical 
structural changes applied to the economy a series of important privatizations had 
materialized: Banc Post in 1999, Banca Agricola in 2001 and BCR in 2005. 
Since each of the state sector banks was eventually absorbed or privatized, they all commuted 
into universal banks. Nowadays, all large banks target their products and services to both 
retail and corporate client segments. All of the largest banks have enlarged their field of 
activity through the development of additional financial services: brokerage, insurance, 
leasing and asset management. (Private and confidential information) 
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2.4 Financial Markets 
 
Since 1995, financial markets did not get any major role in the development of Romania’s 
economy. Although legislation and the required regulatory environment exist, the BSE 
(Bucharest Stock Exchange) has only few companies listed, which do not represent a big 
interest to investors, since they are characterized by lack of liquidity and not sufficient 
financial disclosure.  The return of foreign investors was not until 2004 – 2005 to which point 
the capital markets were the fairway for domestic business groups and entrepreneurs. This 
explains the fact that numerous high profile transactions happening in past years have become 
a popular issue of interest for anti - corruption investigators. New governments are 
preoccupied by examining the obvious, but at the same time dubious connection between 
politics and big business. 
 
The emerging market crisis had no great effect on Romania’s capital markets, as the 
embryonic state they found themselves in did not represent an appropriate stage for the 
presence of foreign investors. Despite of this fact, the investment inflows dropped hurtfully 
and FDI (foreign direct investment) reached its lowest level at USD 263 Mio in 1996, 
recovering in 1998 and reaching USD 2.040 Bio. The emerging market crisis also accounted 
for Romania’s trade deficits between 1996 and 1999, as it has seriously affected its trade with 
other CEE countries. (Private and confidential information) 
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Figure 1: Foreign Direct Investment in Romania 
 
!"
#$!!!$!!!$!!!"
%$!!!$!!!$!!!"
&$!!!$!!!$!!!"
'$!!!$!!!$!!!"
(!$!!!$!!!$!!!"
(#$!!!$!!!$!!!"
(%$!!!$!!!$!!!"
(&$!!!$!!!$!!!"
())(" ())#" ())*" ())%" ())+" ())&" ())," ())'" ()))" #!!!" #!!(" #!!#" #!!*" #!!%" #!!+" #!!&" #!!," #!!'" #!!)"
Net inflows (BoP current USD) 
-./"0-1234"5627"89::.-/";<=>"
 
 
Source: The World Bank 
 
From the picture above, one can observe that foreign direct investment started to significantly 
increase in 2002 and continued to go up until mid 2007, when the financial crisis has set in. 
Since then it registered a continuous drop. 
 
Another observed phenomenon was that many privatized companies through foreign 
acquisitions experienced de-listings. The BSE registers a market capitalization of EUR 
27.088.828.077,59 as of June 3rd 2011, which is largely made up of a few important 
companies and therefore also few sectors of activity. As a consequence, the Bucharest Stock 
Exchange is characterized by weak diversification. (Private and confidential information) 
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Table 1: Stock Market Capitalization 
 
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Capitalization 
(million EUR) 313 451 1.361 2.646 2.991 819 15.311 21.415 24.601 11.630 19.053 23.892 27.156  
 
Source: Bucharest Stock Exchange 
 
Figure 2: Stock Market Capitalization 
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Source: Bucharest Stock Exchange 
 
The stock market capitalization registered a very beautiful development until the end of 2003, 
when it started falling and continued to drop until almost the end of 2004. The period after 
that was very fruitful for the Bucharest Stock Exchange, since many foreign investors brought 
foreign capital into the country and domestic investors had strong incentives to invest in 
stocks. The effects of the crisis meant a sharp, hurtful fall until the end of 2008, but recovery 
already started with the beginning of 2009 and by 2011 it exceeded the stock market 
capitalization that has been registered before the crisis.  
 
In the figure below the BET Index is represented in Euro points. The BET Index is the first 
index to have been developed by the Bucharest Stock Exchange and it represents the 
benchmark for the stock market. The BET index includes the most liquid ten companies listed 
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on the Bucharest Stock Exchange. The very modest number of companies aggregated in this 
index, proves once again the embryonic state of development of the Bucharest Stock 
Exchange, and is therefore not even by far comparable to worldwide significant stock 
exchange indexes.  
 
Analyzing the development of the BET Index, the first sign of the crisis can be observed in 
2007, continuing for the entire year 2008 and half of 2009, after which a slow recovery can be 
noticed.  
 
Figure 3: BET Index 
(EURO points) 
 
 
 
Source: Bucharest Stock Exchange 
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3. Asset Management  
 
3.1 The Role of Asset Management Companies in the Funding of the 
Financial System 
 
Asset Management plays an indispensable role in the growth of an economy. But what is 
actually the main task of asset management? Asset management is there for providing a 
connection between those who have the savings and those who need the funding. It links 
together investors that are looking for good investment vehicles and corporations, banks as 
well as government agencies that need the funding. The key finding here is that asset 
managers are offering investors the means to have a good management of their risks by 
diversifying their investments and reduce costs related to investments by the use of economies 
of scale. The job of asset management inevitably ensures good market liquidity, which is a 
vital component of well-functioning financial markets, at the same time achieving a lower 
cost of capital as well as more investment. In Europe, the Assets under Management (AuM) 
have reached EUR 12,4 trillion at the end of 2009, which represented a serious recovery 
compared to the year before, where it only registered EUR 10.9 trillion. Economic recovery 
continued to happen, as in 2010 numbers looked even better and the assets under management 
had risen to approximately EUR 13,8 trillion. In order to have an even better understanding of 
this number, expressed related to the GDP, the total amount of AuM in Europe is 
approximated to have registered 103% in 2010, at year end. (EFAMA, 2011) 
	  
Assets under Management are made out of two parts: on the one hand there are the mandates 
that the asset managers receive from high-net individuals and also institutional investors and 
on the other hand there are the investment funds which are meant to serve both retail and 
institutional markets. As of December 2009, the investment funds share from the total assets 
under management in Europe reached 50,1%, EUR 6.190 billion, while the discretionary 
mandates accounted for EUR 6.177 billion, the almost other half. (EFAMA, 2011) 
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3.2 UCITS and Non-UCITS Funds 
 
The European investment funds market is characterized by a high degree of 
internationalization, since the domicile of a fund, its management, and its sales can be located 
in different countries. Because of this high degree of internationalization, investment funds 
are divided into two important groups: UCITS (Undertakings for Collective Investments in 
Transferable Securities) and non-UCITS. (EFAMA, 2011) 
 
Funds that enter the category UCITS represent products, which comply with the UCITS 
Directive, which has the role to regulate the terms of supervision, separation of management, 
asset allocation, as well as the security of assets in order to ensure the highest level for the 
protection of the investor.	  The UCITS etiquette, a worldwide - recognized brand, is the best 
way for funds’ promoters to approach the distribution of funds at a global scale.	   Major 
improvements to the UCITS label are expected with the introduction of UCITS IV and these 
enhancements are expected to increase even more the popularity and competitiveness of 
UCITS on the global scale savings market and for a long-term perspective. (EFAMA, 2011) 
	  
On the other hand there is the non-UCITS category, which includes collective investment 
vehicles that are subject to specific national laws. This category represents funds such as real 
estate funds and special funds, which address institutional investors. The non-UCITS label 
excludes funds from distribution in other EU Member States. Also in the case when these 
types of funds are regulated in conformity with similar UCITS regulations, they rarely achieve 
the stage of being distributed to retail investors abroad. (EFAMA, 2011) 
 
As EFAMA (European Fund and Asset Management Association) statistics show, in terms of 
assets, top investment fund domiciles include: Luxembourg, France, Germany, Ireland, the 
UK, Italy and Spain. It is also interesting to observe that the financial crisis (2007-2009) has 
not affected this ranking, but the market share of Luxembourg, France, Germany and Ireland 
registered a slight increase from 68.5% in 2007 to 71.3% in 2009. (EFAMA, 2011) 
 
Romania was the first Eastern European country to adopt the UCITS standards, this 
symbolizing a good sign for a healthy maturation of its economy. This way Romania manages 
to move towards statuses of similar funds abroad, where investment funds are subject to the 
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UCITS standards as Peter de Proft, Director General of the European Fund and Asset 
Management Association (EFAMA) is stating.  
 
The AAF (Association of Fund Administrators) Deputy Chairman Dragos Neacsu declares 
that the Romanian fund trustees have voluntarily adopted the standard imposed by EFAMA 
and in conformity with this standard, the open-ended UCITS (Romanian acronym OPCVM) 
are divided into two subcategories: on the one hand there are the standard UCITS and on the 
other hand the UCITS that invest in short-term treasury bills, which have a maturity of less 
than 60 days. (Romanian News Agency, 2010) 
 
3.3 How European Funds looked like Ex Ante and Ex Post Crisis  
 
According to EFAMA statistics, assets of European investment funds have registered a 
growth of EUR 400 billion in 2007, to reach at the end of the year EUR 7.925 billion. If one 
divides the investment funds in UCITS and non-UCITS, EFAMA statistics show that total net 
assets of UCITS have grown by 4,2% to register EUR 6.203 billion at the end of 2007 and 
non-UCITS total net assets reached EUR 1.723 billion at year end, registering a growth of 
5,3%. In spite of the first symptoms of the financial crisis that was represented by net 
outflows from UCITS during the third and fourth quarter of 2007, a positive development has 
been achieved overall. Net outflows of UCITS were the effect of an increased risk aversion 
within the European investors pool, these being aware of the first signs of a financial crisis. 
Further effects of a heightened risk aversion were observed in the European fund market, as 
investors changed the composition of their portfolios as the credit crisis was setting in in the 
summer of 2007. The reassessment of the portfolio composition meant a transition from 
investments in money market and dynamic funds to asset backed securities. Banking deposits 
as well as structured products, which were compiled in the opposite direction of the 
background of rising interest rates, were competing against investment funds. This has 
affected investment funds throughout Europe and it is very important to underline that, it 
makes sense to keep a certain proportion of long-term savings in equity, as this will eventually 
optimize returns from pension savings. (Delbecque, 2008) 
 
For 2010 facts looked as follows: in Europe net inflows of UCITS amounted in the first 
quarter of 2011 to EUR 26 billion, while net sales of long-term UCITS accounted for EUR 39 
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billion. Statistics showed that a sharp decrease in the net inflows of equity funds has been 
registered, falling behind to EUR 5 billion. An increase has been observed though in net 
inflows for balanced and bond funds of EUR 20 billion and EUR 7 billion. An insignificant 
level of net outflows the money market funds have experienced amounting to EUR 9 billion 
in this first quarter of 2011. This change was due to the fact that there has been a small 
increase in money market rates and also due to the belief that money market funds will 
become more stable portfolio assets. (Delbecque, 2011) 
 
Furthermore EFAMA statistics show that total net assets of UCITS registered a decrease of 
0.9%, to reach EUR 5.949 billion at the end of March 2011. Equity funds experienced a fall of 
1.5 percent in net assets (EUR 32 billion), net assets of balanced funds grew by 1.3% (EUR 
12 billion) and net assets of bond funds fell by 0.4% (EUR 6 billion) in the first quarter of 
2011. In addition to this, net assets of money market funds declined by 2,6%, this representing 
EUR 31 billion. (Delbecque, 2008) 
 
3.3.1 A Brief Review of Funds in CEE countries 
 
In the figures below, statistics assess the change in the different asset class investments from 
2007 to 2010. Funds breakdown by asset class regards a group of countries of interest from 
Central and Eastern Europe as comparison for Romania.  
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Figure 4: Asset Classes 2007 
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* funds of funds are not included 
 
Source: Created with data from EFAMA Final Supplementary Tables 4th quarter 2007 
 
One can observe from the above-presented statistics that money market funds were very 
popular in the Slovak Republic, Czech Republic and Hungary in 2007, while in Austria higher 
investments were registered in bond and balanced funds. In Austria, more than half of the 
investments into funds went into bond funds, a category that in the other presented countries 
is not so strongly represented. In Romania, on the other hand, a significant portion of the fund 
investments (42%) went into equity, while only approximately 8% were targeted on bond 
funds. This is an important signal of pronounced risk-taking behavior from part of investors 
there. Balanced funds are also popular investments among the fund investments in Romania 
represented here with 36%. Poland portrays a high preference for balanced funds, represented 
in 2007 with 52% of the investments. Equity funds were also a popular category in Poland 
before the crisis. Hungary as well exhibits strong investment into equity funds (around 30%) 
in 2007. 
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Figure 5: Asset Classes 2010 
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* funds of funds are not included 
 
Source: Created with data from EFAMA Final Supplementary Tables 4th quarter 2010 
 
In this second figure illustrating funds’ breakdown by asset class at the end of 2010, 
investments in equity decreased overall and those in money market and bonds have 
significantly increased in popularity. Compared to 2007, it is observable that Romania has 
shifted strongly from investments in equity funds to investments in money market funds, and 
also increased its share in bond funds. This is a typical behavior for crisis situations, as the 
latter investments are more stable and therefore safer. In the case of Austria, one cannot 
observe very significant changes in the asset class investment from 2007 to 2010, which 
might also be a sign for a stronger, better developed and mature economic environment.  
 
The years before the financial crisis were characterized by extensive foreign direct investment 
in Romania, which inevitably increased the confidence of investors there and led to 
overvaluation of stocks. Those were years when everyone that bought stocks had won without 
any know how about valuation of these or understanding economic concepts. This wave of 
optimism increased the price of stocks to unbelievable levels. People thought in their naivety 
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that this bubble would never explode and their portfolios will keep getting fatter and fatter. 
The truth was unfortunately dramatic and with the financial crisis people had lost their 
confidence in equity investment, as they were also lacking economic education. And by 
economic education I do not want to address an economic study, but just plain experience 
with investments. Most investors were undertaking investments in Romania because they saw 
their neighbor, their cousin, their friend getting rich, and they were all advising him to invest 
in stocks, like anyone else did. In contrast to this, in countries with more mature economic 
and financial markets, investments are something that people learned to deal with. One will 
further see that a proof of this is the funds per capita ratio, which shows a more pronounced 
investment education in Austria than in all other CEE countries presented here. And to put 
this in one sentence, Romania has too quickly transcended from a “money in socks” culture to 
almost everyone being an investor because they were advised so. This pretty much explains 
the absence of a solid investment culture and of its meaning for the functioning of markets 
among the big wave of naive investors in Romania before the crisis.  
 
Regarding the rest of the countries, one notices as well only small changes in countries like 
the Czech Republic, Hungary and the Slovak Republic. They all present a small decline in 
equity funds investments, the exception being only the Slovak Republic, where in 2010 one 
can observe a very small increase in the equity funds investments. Poland exhibits a strong 
change of investment pattern. Balanced funds’ size shrunk significantly from 2007 to 2010, 
while bond, money market and other types of funds gained popularity.  
 
In the following figures and tables, statistics regarding the degree of development of the 
investment fund industry in Eastern Europe are illustrated. Romania is presented here in 
comparison with Czech Republic, Hungary, Poland, and the Slovak Republic and further on, 
also Austria, as Austrian capital represents an important share of the foreign direct investment 
in Romania. Ratios presented here are relevant for the assessment of the degree of 
development of the investment fund industry, which also implies the degree of development 
of the economy. The following ratios are selected here: funds per capita and funds per GDP. 
Another important point shown here is the amount of assets under management (AuM). Each 
of these illustrations includes two figures: one including Austria and the other one excluding 
it. The first is for the purpose of portraying the huge difference between Austria and all the 
other countries regarding the degree of development of the investment fund industry. The 
second has the purpose of showing more clearly the development of the post-communist 
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countries regarding the different ratios and assets under management, since on the first scale, 
which includes Austria, they are barely visible. Since the purpose is to assess the development 
in these CEEC (Central Eastern European Countries), there are three different points in time 
taken here into consideration: ex ante financial crisis, beginning of financial crisis and ex 
post-financial crisis. Data has been collected from IMF (International Monetary Fund) and 
EFAMA (European Fund and Asset Management Association). Regarding data from IMF, the 
USD/EUR exchange rate for the conversion into EUR has been calculated from the ratio 
between Austria’s GDP in USD and Austria’s GDP in local currency (EUR) for each year of 
interest. This exchange rate has then been applied for all the other countries for the conversion 
of the data given in USD in EUR. 
 
Figure 6: Funds per capita measured in EUR (including and excluding Austria) 
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* funds of funds are not included 
 
Source: Created with data from IMF, EFAMA Quarterly Statistic Release Q4 2010, EFAMA 
FactBook 2009, EFAMA Final Supplementary Tables 4th quarter 2003, 2007 and 2010 
 
As illustrated in the figure above, one could see that in more developed economies, like that 
of Austria, Hungary, the Slovak Republic and Poland a very significant increase in funds per 
capita has been registered in the period ex ante financial crisis (2003-2007), an increase that 
was decelerated or even pulled back (Austria, Poland, Slovak Republic) by the crisis. The 
Czech Republic also exhibits an important increase in funds per capita (the number has 
approximately doubled) between 2003 and 2007, and experienced a fall of about one third of 
the previous level in the years after (2007-2010). Romania, on the other hand registered a 
higher increase in funds per capita in the recession period (2007-2010) than before the 
financial crisis. Romania entering the European Union on the 1st of January 2007 could have 
been a strong reason behind this. It is to be noted that, the expectations of Romania’s funds 
development after 2007 were much greater than the actual result, this given the unexpected 
financial crisis, which had a very hard impact on Romania’s economy.  
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Figure 7: Funds per GDP (including and excluding Austria) 
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* funds of funds are not included 
Source: Created with data from IMF, EFAMA Quarterly Statistic Release Q4 2010, EFAMA 
FactBook 2009, EFAMA Final Supplementary Tables 4th quarter 2003, 2007 and 2010 
The ratio of funds per GDP, illustrates very similar results as for funds per capita. To observe 
is that in Romania the difference between funds per GDP in 2007 and 2010 is greater than in 
  
	  
Investment Funds in Romania	   	  	   	  
26 
the case of funds per capita in these two periods, which can be explained by the fact that there 
was a decrease in GDP in the crisis years. Furthermore, if one compares these results to those 
of a developed, mature economy like Austria, where funds per GDP reached almost 50% in 
2003, around 60% in 2007 and dropped down to around 50% in 2010, these CEE countries 
prove once again to be in the developing stage, still far behind economic maturity. Here, when 
observing Romania in comparison with the other CEE countries, one may conclude that 
Romania hides a lot of growing potential and seems to only be at the beginning of an 
important development stage.  
 
Figure 8: Assets under Management measured in EUR millions 
 (including and excluding Austria) 
 
!"
#!$!!!"
%!$!!!"
&!$!!!"
'!$!!!"
(!!$!!!"
(#!$!!!"
(%!$!!!"
(&!$!!!"
('!$!!!"
)*+,-./" 01234"526*78.3" 9*:;/-<" =>8/:?" 5>@/:./" A8>B/C"526*78.3"
AuM (Assets under Management) 
in EUR millions 
#!!D"
#!!E"
#!(!"
 
 
  
	  
Investment Funds in Romania	   	  	   	  
27 
!"
#$!!!"
%!$!!!"
%#$!!!"
&!$!!!"
&#$!!!"
'!$!!!"
'#$!!!"
(!$!!!"
)*+,-".+/0123," 4056789" :;275<" .;=7537" >2;?7@".+/0123,"
AuM (Assets under Management) 
in EUR millions 
&!!'"
&!!A"
&!%!"
 
* funds of funds are not included 
 
Source: Created with data from IMF, EFAMA Quarterly Statistic Release Q4 2010, EFAMA 
FactBook 2009, EFAMA Final Supplementary Tables 4th quarter 2003, 2007 and 2010 
 
Regarding assets under management, there are again very similar results to the previous two 
figures. One can see an extremely beautiful increase of the amount of AuM by 2007, which 
was affected in the years after, more severely in Austria, Poland, Slovak Republic and Czech 
Republic, where it didn’t just decelerate the ascending trend, but it also brought to a decrease 
compared to the status quo of 2007. In Romania, a nice increase is observed by 2010 
compared to 2003 and 2007, but this increase was still far behind the expected development 
boom.  
 
In the tables to follow, we align all these numbers analyzed including the GDP per capita ratio 
for a better comparison between the economic development of the country and its investment 
fund industry. Data for Austria is also included, which sometimes was taken out in the 
figures, because otherwise the other countries’ results wouldn’t have been noticeable 
anymore. The country of our focus is Romania, which we present, compared with other CEE 
countries.  
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Figure 9: CEE Fund Statistics 2003 
 
Funds/GDP Funds/capita in EUR GDP/capita in EUR AuM in EUR millions
Austria 47,89% 13.676 28.559 111.020
Czech Republic 4,00% 328 8.221 3.351
Hungary 4,51% 343 7.603 3.477
Poland 3,55% 185 5.210 7.076
Romania 0,05% 1 2.512 29
Slovak Republic 3,19% 182 5.690 977
2003
 
* funds of funds are not included 
 
Figure 10: CEE Fund Statistics 2007 
 
Funds/GDP Funds/capita in EUR GDP/capita in EUR AuM in EUR millions
Austria 63,26% 19.947 31.534 165.584
Czech Republic 5,29% 629 11.890 6.471
Hungary 13,00% 1.251 9.618 12.590
Poland 12,58% 985 7.833 37.558
Romania 0,22% 12 5.562 265
Slovak Republic 7,51% 735 9.785 3.969
2007
 
* funds of funds are not included 
 
Figure 11: CEE Fund Statistics 2010 
 
Funds/GDP Funds/capita in EUR GDP/capita in EUR AuM in EUR millions
Austria 56,31% 17.619 31.289 147.591
Czech Republic 3,65% 465 12.720 4.883
Hungary 15,10% 1.352 8.958 13.541
Poland 8,82% 755 8.555 28.757
Romania 1,14% 60 5.246 1.282
Slovak Republic 6,19% 693 11.202 3.763
2010
 
 
* funds of funds are not included 
 
Source: Created with data from IMF, EFAMA Quarterly Statistic Release Q4 2010, EFAMA 
Final Supplementary Tables 4th quarter 2010 
 
As shown in the figures above, Romania is the least developed country from the CEE region 
countries represented here by the above sample. Despite of this fact, one could observe an 
important progress in its development of the investment fund industry even in more difficult 
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years governed by the effects of the financial crisis. Romania managed to grow from 0,05% 
funds per GDP in 2003 to 0,22% in 2007 and reach 1,14% in 2010. A crucial role here played 
for certain also the fact that Romania entered the European Union in 2007, which required 
continuous and significant economic development, since it received important financial 
support. It is admitted that its development was strongly slowed down by the economic 
recession, but the forecast for the near future expects a significant development in the fund 
market for Romania, as well as for Poland. If one takes a look at the GDP per capita ratio 
compared to funds per capita ratio among all countries, one observes that there is significant 
potential for important development also in Czech Republic and the Slovak Republic. For 
example, both the Czech Republic and the Slovak Republic have a higher GDP per capita than 
Hungary, but Hungary exhibits a lot more funds per capita than both these countries. The 
same kind of dissonance can also be observed with Poland and Romania. Here as well, the 
gap regarding GDP per capita between these and other comparable countries is a lot smaller 
than the funds per capita gap between the same countries.  
3.4 Brief History of the Romanian Investment Funds 
 
The roots of the Romanian investment funds are to be found in 1993-1994, when the first 
generation of open-end funds (FDI) was born. This was a time when CNVM (National 
Commission of Securities) did not exist yet or other market regulations. In 1995 the next 
generation of investment funds was born. In the spring of 1996 the Instruction No.6 regarding 
the net asset value computation, has been introduced by CNVM. Only one month later, 
FMOA (Mutual Fund of Business People) has taken the decision to decrease the unit net asset 
value and after this FMOA crisis has started and redemption reached dramatically high 
numbers. Causes of the crisis were overvaluation of certain assets, commercial bank crises, 
and very high market sensitivity as well as the lack of capital investment instruments and of a 
proper legal framework. The years 1996 and 1997 were to bring about a decrease in 
redemption at a reduced capital investment volume. On the one hand there were funds that 
started to develop very strongly, but on the other hand there were also funds, which slipped 
into a slow depreciation. In 1998 and 1999 important developments have taken place. A very 
strong increase in the number of investors has been registered: it reached more than 239.000, 
which represents a number three times higher than the one at the end of 1997. The number of 
units issued also increased spectacularly, growing 12 times higher than in 1997. Asset volume 
amounted to 2.880 billions ROL and this was 14 times more than the accounted number at the 
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beginning of 1999. More than 80% of the assets were monopolized by the FNI (The National 
Investment Fund). In this fund the average unit value registered an increase of almost 3 times 
and the liquid assets made up between 31% and 36% of the total, as an average value. The 
portfolio was concentrated here on monetary instruments, although non-quoted stocks 
represented an important part of the portfolio. Another important event took place on the 1st of 
November 1999, when the Financial Investment Companies (SIFs) had been listed at the 
Bucharest Stock Exchange (BSE), to become stars of the BSE not long after their listing. (The 
Romanian Association of Asset Managers) 
 
The year 2000 was the year when FNI became history. At the beginning of 2000 the 
ascending trend had continued, but grave management errors were soon to be accounted for. 
These management errors were embodied by lack of liquidity and of depository, which 
triggered the manipulation of the computation of the net asset value. This serious 
mismanagement had come to surface the moment a significant wave of redemption (May 
2000) has taken place, after which it was impossible to recover. CNVM (National 
Commission of Securities) suspended the management company immediately and the national 
investment fund found its end. The collapse of FNI, the largest fund, represented a loss of 50 
million USD for the unit holders. (Private and confidential information) (The Romanian 
Association of Asset Managers)  
 
This crisis has also spread to affect other existing funds at the time and this has brought some 
negative developments of the investment fund industry during the same year: number of 
investors decreased dramatically to 41.700 and the net asset volume only reached a modest 
number of 196,4 billions ROL towards the end of 2000. (The Romanian Association of Asset 
Managers) 
 
A very welcome breeze of recovery came in 2001, when the net asset value has risen by 70% 
and also very important, the average increase of the unit value was greater than the inflation 
rate, which in turn explains a real increase. Despite of this, the number of investors registered 
a 7% decrease, while the average investment has increased by important amounts. An 
explanation to this phenomenon would be that the important and more versed investors have 
regained their lost confidence. Although two crises have challenged the investment funds in 
Romania, the number of open - end funds that are under the management of UNOPC (now 
A.A.F.-The Romanian Association of Asset Managers) members would increase from 8 in 
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1997 to 3 times higher (24) towards the end of 2001, which showed significant interest in this 
field of investment. This encouraged the creation of new management companies by the 
brokerage companies as well as by some strong and valuable foreign investors. The concept 
of fund has developed as well and investment funds had begun to diversify their objectives. 
The period from 2000 to 2002 was the time governed by portfolio restructuring, the 
introduction of new monetary and securities funds as well as a time when investors regained 
their trust. What is realistic to expect for the future is a continuous increase in the number of 
asset management companies, so more competition in the market, development of family’s 
funds as well as superior performances of other different options for investment. (The 
Romanian Association of Asset Managers) 
 
3.5 Romanian Investment Funds: Facts and Figures   
 
The UNOPC changed into AAF on May 2008, this representing the Romanian Association of 
Asset Managers. The AAF is a full member of EFAMA and its present portfolio consists of 
19 asset management companies (S.A.I.), 58 Undertakings for Collective Investment in 
Transferable Securities (UCITS open end funds - OPCVM), 19 Non - UCITS (closed end 
funds - AOPC), 5 Financial Investments Companies and 3 depositary banks.  These 5 
Financial Investments companies (the 5 SIFs) are Non – UCITS (closed - end investment 
companies), which are based on instruments of incorporation. These instruments issue only a 
limited number of shares and are, as already mentioned before, also listed on the Bucharest 
Stock Exchange. (The Romanian Association of Asset Managers) 
 
In the following tables the development of net assets for both Non - UCITS and UCITS funds 
and of net sales for UCITS funds is presented.  
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Table 2: Non-UCITS – Closed - end Funds – Net asset value 
 
 
 
Source: The Romanian Association of Asset Managers 
 
 
In this first table one can observe the immense loss investors made with money market closed 
-end funds in 2007, with a drop of 99,93% in the net asset value. Equity funds of the same 
category registered amazing growth during 2006 and 2007: 695,10% and 824,39%. The crisis 
left its mark and in 2008 equity funds registered a dramatic fall of 76,06%. Other funds also 
seem to have been productive during 2006 to 2009, to reach only small, but good growth 
afterwards. At present, equity registers negative growth, money market no growth and other 
funds only very small growth. The net asset value is greatest for equity funds, amounting to 
61.966 million RON. 
 
  
	  
Investment Funds in Romania	   	  	   	  
33 
Table 3: Net Assets of the 5 SIFs 
 
 
 
Source: The Romanian Association of Asset Managers 
 
Table nr. 6 illustrates the net assets of the five Financial Investment Companies. These five 
SIFs correspond to the main five geographical regions in Romania: Banat – Crisana, 
Moldova, Transilvania, Muntenia and Oltenia. From the data in the table it is observable that 
at present the highest net asset value is held by SIF Oltenia, this region being situated in the 
Southwestern part of Romania. The one with the least net asset value is SIF Moldova, a 
region situated in the Northeastern part of Romania. In 2007 when the crisis has started, SIF 
Transilvania, followed by SIF Oltenia, registered the highest net asset value. One can observe 
the severe effects of the crisis if one compares the results for 2007 and 2008; the net asset 
value for all SIFs has become half. In 2008 SIF Muntenia registered the best result out of the 
five SIFs. Muntenia is the region where the capital, Bucharest, is located. The regions Banat - 
Crisana and Transilvania, are regions where a lot of foreign direct investment has taken place 
in the last years. What is striking to observe, is that none of the five SIFs has managed so far 
to reach once again the net asset value they have reached before the crisis, which shows that 
they are still recovering. An additional interesting aspect of the SIFs is that legislation does 
not allow either physical or juridical person to hold more than 1% share in any of the five 
SIFs. 
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Table 4: Net Asset Value Evolution of UCITS Funds 
 
 
 
Source: The Romanian Association of Asset Managers 
 
In the case of UCITS funds one observes mostly the same results as for the non-UCITS funds. 
Equity funds here have also experienced a hard fall after the crisis has set in, effects that are 
still visible today. A difference though to the non-UCITS equity funds is that the UCITS ones 
have registered significant growth in the years before the crisis (285,08%, 182,63%, 95,09%), 
while the non-UCITS impressed by immense growth of 695,10% and 824,39%. Money 
market funds have gained here very much in popularity after the crisis, since investments in 
equity before the crisis, transited to investments in money market funds afterwards, as also 
shown before in the tables illustrating the funds’ breakdown by asset class. Bond funds 
became as well a desired investment after stock prices registered dramatic falls and investors 
became more risk-averse. Balanced funds also entered the popular ex post crisis category, 
until April 2011. Funds of funds only registered a modest growth during the past years to even 
achieve a negative growth in May 2011. Other type of funds have small, but positive growth 
in net asset value.  
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Table 5: Net Sales Evolution of UCITS Funds 
 
 
 
Source: The Romanian Association of Asset Managers 
 
This table shows once again the popularity of equity UCITS funds as well as balanced funds 
in the period ex ante crisis. Investors portray here a risk-taking behavior, which immediately 
changed into despair when stock market prices dropped into the abyss, so they switched their 
investments to money market and bond funds. In May 2011 money market funds have 
reached net sales of 95.338 million RON, while balanced and equity continue to have small to 
even negative net sales. Striking in these results are the numbers for net sales in 2009 and 
2010, when money market funds registered an all time high that overtakes by far the net sales 
of equity funds before the crisis: 1.304,23 million RON in 2009 and 1.042,543 million RON 
in 2010.  
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4. A Special Fund: Proprietatea Fund 
 
4.1 A Brief History of Proprietatea Fund 
 
The special property of this fund comes from the purpose of its creation. Its purpose relates to 
the confiscation of property by the communist state. Romania has the special statute of being 
the only Eastern European country where a solution for the restitution of the confiscated 
property at its actual value has been approached. It is very important to notice that this 
solution attempts restitution at its actual value of the property that has been confiscated by the 
communist state. And the name to this solution is Proprietatea Fund. Why a fund as a 
solution? The problems that existed with the restitution process had two dimensions. On the 
one hand there would be the legislative framework with respect to the juridical regime which 
applies to nationalized real estates and on the other hand, the cases where restitution in kind is 
not available. At the same time an efficient and rapid to implement solution that would offer 
fair compensations was needed. The solution was called S.C. Fondul Proprietatea S.A. and 
this fund would deliver the necessary financial resources in order to indemnify people that 
were victims of abusive expropriation by the communist regime. The compensation works the 
following way: real estates that cannot be returned in kind are evaluated and their actual value 
is given back in shares. To put it simpler: shares were granted proportionate to the suffered 
loss. After fulfilling the necessary stages imposed by law, titleholders of the rights regarding 
compensation become shareholders in this special fund: Proprietatea Fund. (Fondul 
Proprietea, Company Information, 2011) 
The Romanian Government created Proprietatea Fund in December 2005. The funds’ activity 
is under strict law regulation and presents a high level of interest for the public authorities in 
Romania, as well as for the media and nonetheless its shareholders. Regarding the restitution 
process, this task is completely independent of the funds’ activity. The National Agency for 
Property Restitution is in charge of this process and this specialized legal entity is part of the 
central administration. (Fondul Proprietatea, Company Information, 2011) 
As of 31st of December 2010, ex ante listing of the fund at the Bucharest Stock Exchange, the 
shareholding structure of Proprietatea Fund was as follows: the Romanian Government held 
38,9% of the shares, private individuals 41% and the rest of approximately 20% were 
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corporate holdings. (Fondul Proprietatea, Shareholding Structure, 2010) In case of new 
eligible claimants, the Romanian Government indemnifies these by reallocation of their shares 
to the claimants. The number of shares that is being transferred to them depends on the value 
of the compensation securities, which they are entitled to. The intention is for the Romanian 
Government to only remain a minority shareholder of the fund with time. It is very important 
to understand that Proprietatea Fund represents a joint stock company controlled by the 
general assembly of shareholders and not a governmental institution. (Fondul Proprietatea, 
Company Information, 2011) 
4.1.1 Eligible People for Shareholders in Proprietatea Fund 
All natural persons that already had been equivalently compensated for the loss of property 
during communism or will be indemnified in the future as subject to the following laws have 
the right to become shareholders in Proprietatea Fund. A listing of the relevant laws to this 
subject is the following: 
(a) Law no. 10/2001 with respect to the juridical regime regarding some of the real estates 
that were part of the abusive expropriation between the 6th of March 1945 and the 22nd of 
December 1989, reissued, including also the ones related to the claims that regard the 
enforcement of Art. 32 within Law 10/2001; 
(b) Urgency Governmental Ordinance No. 94/2000 which handles the retrocession of some 
real estates that were belongings of Romanian religious cults, including modifications and 
completions;  
(c) Urgency Governmental Ordinance No. 83/1999 concerned with the retrocession of some 
real estates that were property of communities of national minorities in Romania, including 
modifications and completions; 
(d) Law of the real estate fund No. 18/1991, new issuance including any subsequent 
modifications and completions; 
(e) Law no. 1/2000 regarding restitution of the property right with respect to agricultural 
fields and forestry surfaces. 
Proprietatea Fund was admitted by legal procedure to the listing on the Bucharest Stock 
Exchange as of the 25th of January 2011. As a consequence to this, titleholders of this fund are 
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free to trade their shares on regulated markets. Efficacious compensation of previous owners 
of nationalized real estates is accomplished through the capitalization of shares, which can 
work either through selling them or through collecting annual dividends earned through the 
funds’ activity. (Fondul Proprietatea, Company Information, 2011) 
4.2 Shareholding and Portfolio Structure 
 
The shareholding structure of this fund looks as of 30th of June 2011 as shown in the table 
below.  
Table 6: Shareholding Structure of Proprietatea Fund 
Shareholder Type Share of Capital
Ministry of Finance 18,90%
Romanian private individuals 37,02%
Foreign institutional shareholders 27,33%
Foreign private individuals 8,69%
Romanian institutional shareholders 7,91%  
Source: Fondul Proprietatea, Shareholding Structure (2011) 
As observable from this table, the Romanian Government’s share of capital has dropped from 
the initially mentioned 38,8% which were held by the 31st of December 2010 to 18,90% at the 
end of June 2011, mainly due to the listing of the fund on the Bucharest Stock Exchange.  
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Figure 12: Portfolio Structure: Breakdown by investment type 
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Source: Fondul Proprietatea, Presentation for Investors,  2011 
As one can see the great majority of investments of this special fund are targeted upon energy 
markets, a profitable and at the same time low risk industry sector. Another relevant aspect to 
present is the fact that 35% of the investments is located in listed shares, while the other 65% 
are in unlisted shares. Stocks of OMV Petrom represent 77% of all the funds’ investment in 
listed shares. From the unlisted companies that make up the portfolio of the fund, the main 
one is Hidroelectrica with 36%. So, one may conclude that the part of the portfolio invested in 
listed shares is very poorly diversified as well as the portfolio as a whole, as 85% of the 
portfolio investment is located in the energy sector. Another important aspect to notice about 
Proprietatea Fund is that its portfolio bares a lot of country risk, as all investments are targeted 
on Romanian companies or foreign companies with important investments in Romania (e.g. 
OMV Petrom, Erste Group AG). (Fondul Proprietatea, Reports prepared by the Fund’s 
Manager as of December 2010) 
The Proprietatea Fund presents a desirable portfolio, having holdings in important companies 
of the energy sector, which are valued at approximately EUR 3,6 billions. By listing the fund 
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on the Bucharest Stock Exchange, the new issuer has expectations of greatly enhancing the 
liquidity of the stock exchange and improving its capitalization by approximately 30%. One 
of the reasons why the multiple initiatives of the Romanian Government to list the 
Proprietatea Fund on the Bucharest Stock Exchange (BSE) materialized just lately, was the 
nomination of a manager for the administration of its assets. This has been delayed until the 
fall of 2009, when Franklin Templeton Investment Management Limited has been appointed 
in the management function of this fund for an annual payment of EUR 13 millions. (BURSA, 
2011) 
4.3 Evolution of the Share Price 
 
Apparently there were many recipients of shares in this fund that decided not to wait until its 
listing and sold their shares on the so called “grey“ market. It happened that this deal was 
sometimes even at a 90% discount regarding the face value of the share. The trend followed 
by the Bucharest Stock Exchange in the past three years also characterized the development of 
the Proprietatea Fund share price on the “unofficial market”. This fund was also victim of the 
financial crisis and registered a sharp fall in 2008, reaching by the end of the year 0,1 lei/share 
compared to the maximum value of 0,6 - 0,7 lei/share it amounted to in the middle of 2007 on 
the “grey” market. In 2009, a recovery was observed as it has registered a high of 0,3 
lei/share. At the end of 2009, Proprietatea Fund shares were valued by the “grey” market at 
0,23 – 0,24 lei/share, immediately after the delay of signing the management contract with 
Franklin Templeton Investment Management Limited. From the beginning of 2010 the price 
of the stock has been rising to stand at 0,64 lei before its listing. After the listing it continued 
to drop until it went below 0,5 lei/share in June 2011 and recovered slightly (just a bit above 
0,5 lei/share) by August 2011. The evolution of the share price since its listing on the BVB is 
visible in the picture below.  
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Figure 13: Evolution of the Proprietatea Fund Share Price  
(in Romanian Lei) 
 
 
Source: Bucharest Stock Exchange 
Proprietatea Fund is to be found on the Bucharest Stock Exchange under the symbol FP. 
Market makers provide an improved liquidity as well as efficiency of the fund. On 25th of 
January 2011, the day of the listing of the fund, it traded with no fluctuation limit and was 
allowed since then a fluctuation of 15% up or down daily. (Bursa, 2011) 
 
Interesting to analyze next is the fund’s net asset value and net asset value per share. The table 
below shows the fund's net asset value. This net asset value (NAV) is calculated in 
accordance with the relevant regulations of the Romanian National Securities Commission 
(CNVM). With the beginning of the 30th of November 2010, the net asset value calculation 
has changed in accordance with the adjustments regarding the CNVM Regulation 4/2010 that 
has been introduced by the Disposal of Measures No. 17/ 25.11.2010. This new regulation 
represents a significant change in the NAV calculation: 
• Listed securities as well as money market instruments are to be valued at exchange 
closing prices in contrast to the situation before when they were valued at a 90-day 
weighted average price. 
• Valuation of unlisted shares is possible in two ways: either making use of the 
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shareholder’s equity from the latest financial statements (discount depending on the 
holding regarding the issuer is not allowed anymore) or by using fair value principles, 
valuation methods in compliance with International Valuation Standards (Fondul 
Proprietatea, Net Asset Value, 2011) 
Table 7: Proprietatea Fund - Net Asset Value 
 
Date Number of Shares Total NAV NAV / Share NAV Growth
(RON millions) (RON)
30 June 2011 13.756.955.963 16.171,20 1,1754 -1,38%
31 May 2011 13.756.955.963 16.398,08 1,1919 -0,86%
30 April 2011 13.778.392.208 16.539,87 1,2004 0,51%
31 March 2011 13.778.392.208 16.455,19 1,1942 2,15%
28 February 2011 13.778.392.208 16.109,35 1,1691 2,99%
31 January 2011 13.778.392.208 15.641,32 1,1352 2,04%
31 December 2010 13.778.392.208 15.328,17 1,1124 -3,61%
30 November 2010 13.778.392.208 15.901,86 1,1541 17,86%
31 October 2010 13.778.392.208 13.491,90 0,9792 0,71%
30 September 2010 13.778.392.208 13.396,92 0,9723  
Source: Fondul Proprietatea, Net Asset Value (2011), NAV Growth calculated 
As illustrated in the table above, in May 2011 a reduction of shares of the Proprietatea Fund 
has taken place, more exactly 21.436.245 shares were taken out from the market. This 
represents a reduction of 0,16% in the number of shares on the market. A reason behind this 
could be the fund buying back its shares.  
If observing the net asset value growth rates, the total net asset value of the fund has increased 
significantly (by 17,86%) during November 2010, this most probably due to the change in the 
regulation of CNVM regarding valuation of assets. Negative growths have been realized 
during December 2010, shortly before the listing of the fund on the Bucharest Stock 
Exchange and, during May and June 2011, after the number of shares issued had been 
reduced. Another interesting aspect here is to observe the net asset value per share in 
comparison to the price of the share (until the listing on the “grey” market and after on the 
BVB). What one may certainly conclude from this comparative analysis is that Proprietatea 
Fund shares seem to be undervalued, as their real value (price) lies under the book value. The 
striking aspect here is the fact that its real value lies at about 50% of its book value, which 
expresses a very strong undervaluation. This could be the case for several reasons. For 
example investors could overestimate the risk of the fund’s portfolio, may underestimate its 
growth opportunities and so on and so forth.  
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4.4 A Second Listing for Proprietatea Fund? 
 
The management company of the fund, Franklin Templeton Investment Management Limited, 
gives serious thought to a second listing of the fund on the Warsaw Stock Exchange (WSE), 
which should already take place in the first quarter of 2012. The benefits that such a listing 
would bring with itself are thought to be as follows:  
 
• First, the Proprietatea Fund will gain in popularity among institutional investors from 
the international scene. Of special interest would be here the ones specialized in 
investment funds with a long - term focus, for example the ones specialized in pension 
funds.  
 
• Second, international investors will be granted easier access to the fund, especially the 
ones who are not currently investing in Romania. This will then lead to a higher 
demand of the fund’s shares and inevitably to a higher price/share.  
 
• And third, the research coverage of the fund will broaden through more international 
brokers analyzing the subject. For this secondary listing up to 10% of the fund’s 
existing shares are considered as offering.  
 
When starting to consider this important step, many international markets were being taken 
into account, but only three of them were eventually named. This includes Vienna, Warsaw 
and London. The final decision called for a listing on the Warsaw Stock Exchange after 
prolonged analysis and interactions on the topic with both institutional investors as well as 
investment banks. It was considered that the listing on this stock exchange would benefit most 
on a long-term basis the shareholders of the fund. The main reasons for this decision portray 
the fact that the Warsaw Stock Exchange has grown to be a major European locus for some of 
the most important companies of the region, having realized a market record regarding the 
number of international firms listed in 2010. The total value of IPOs (initial public offerings) 
amounting to USD 99 billion by the end of 2010 is expected to grow even further in 2011. 
The principal market of the Warsaw Stock Exchange contains 417 listed firms and the 
Proprietatea Fund would occupy, by its present market capitalization of USD 2,5 billion, a 
frontal position (top 15). This would offer the fund a much better visibility than this would be 
possible on the London Stock Exchange (LSE). On the LSE, the Proprietatea Fund would not 
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enjoy such a high popularity, as more than 2.000 companies there show similar or even larger 
market value than our fund of interest. On the other hand, the Vienna Stock Exchange listing 
was probably eliminated as an option due to a lower market capitalization than the Warsaw 
Stock Exchange. This would mean that through a listing on the Warsaw Stock Exchange 
comparative to Vienna Stock Exchange, a larger pool of investors could be attracted.  
 
A secondary listing on the WSE would possibly also represent an index inclusion due to the 
size of the fund. An inclusion in the stock exchange index is a solid proof of the importance of 
the fund on the WSE. The LSE, on the other hand, would not offer this opportunity, since an 
inclusion in the FTSE indices would require a change in domicile of the fund from Romania 
to the United Kingdom. This would then represent further challenges. (Press Release on the 
Fund Manager recommendation regarding the secondary listing for Fondul Proprietatea, 
2011) 
 
Furthermore, the listing on the LSE as well as the listing on the WSE would address a similar 
investor pool on an international scale, but it would certainly miss the substantial Polish 
demand from part of the local domestic investors. Pension funds in Poland have grown 
significantly, the assets currently managed have grown past USD 80 billion and an important 
fact here is that restrictions regarding investments of pension funds will allow more 
purchasing of equity in the future. Another factor speaking for the listing on the WSE and 
against the listing on the LSE is the cost of admission together with the annual fees. These 
costs are much lower in Warsaw than in London. First, admission fees are between RON 
15.000 and RON 107.000 for the WSE versus up to RON 1,4 million for the LSE. Second, the 
gap between the annual fees is also large: In Warsaw these fees are between RON 9.500 and 
RON 74.000, while London charges between RON 16.500 and RON 188.000. 
 
On the Warsaw Stock Exchange the Proprietatea Fund would have the advantage of playing a 
main role, which it wouldn’t be able to profit from in more accomplished markets. In addition 
to this, the fund would also gain from the active ontogenesis of the WSE. As already 
presented before, investments of the fund orbit around Romanian equities and through a 
listing on the WSE, the fund would gain in importance for investors that have an interest in 
the region. And these kinds of investors are currently focusing on Warsaw, which represents a 
Central and Eastern European financial focal point. In the last couple of years the Warsaw 
market has known sophisticated development and has grown in depth, since the moment 
  
	  
Investment Funds in Romania	   	  	   	  
45 
specialized brokers and institutional investors apprehended the importance of the 
opportunities that the Polish market offers occupying a regional leading position. Given this 
significant evolution of the market, regulations also had to keep up with its rhythm of change, 
so both reporting standards and corporate governance standards that the WSE enforces are in 
line with the best international practices. Through all the aspects mentioned so far, the 
Warsaw Stock Exchange would present the optimal conditions for the Proprietatea Fund to 
achieve its goals of getting access to an important pool of international investors interested in 
the Central and Eastern European region.  
 
The proposal of the listing would be discussed with the shareholders on October 2011, when 
the final decision is going to be taken and enacted. The shareholders’ as well as the nominees’ 
approval will be needed for both this second listing of the fund on the Warsaw Stock 
Exchange and for the investment bank that will eventually sponsor this second listing. But 
meanwhile, the management of the fund tries to increase its popularity both within the borders 
of Romania and abroad among institutional and retail investors. The Proprietatea Fund 
represents significant long-term opportunities through its solid portfolio and important future 
perspectives. (Press Release on the Fund Manager recommendation regarding the secondary 
listing for Fondul Proprietatea, 2011) 
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4.5 Body of Nomineees 
 
The table below presents the body of nominees of the Proprietatea Fund as of 27th of April 
2011. Simply put: these are the people that have an important say in the fund’s strategical 
decisions. 
 
Table 8: Nominees of Proprietatea Fund 
 
Body of Nominees Recommended by 
Bogdan Dr!goi Chairman Ministry of Public Finance
Cristian Bu"u Member Ministry of Public Finance
Doru Petru Dudas Member Ministry of Public Finance
Simion-Dorin Rusu Member Ministry of Public Finance
Sorin Mîndrutescu Member Wood and Company  
Source: Fondul Proprietatea, Body of Nominees (2011) 
As observable, four out of five from the body of nominees are closely linked to the political 
scene and more, always to the party in power. The only one exception here, where the link 
with the political side is at least not obvious, is the member recommended by Wood and 
Company, a leading investment bank with focus on emerging markets in Europe. In addition 
the chairman of the body of nominees had been recommended by the Ministry of Finance, 
which clearly illustrates a political control over the evolution of the fund. The Ministry of 
Finance is still an important shareholder in the Proprietatea Fund, but this shareholding part is 
likely to shrink soon, since a second listing of the fund is planned on the Warsaw Stock 
Exchange and there is also the possibility for additional cases in the restitution process. 
Through the nomination of the majority of members, including the chairman as authority 
body of the Proprietatea Fund, the Romanian Government keeps its interests under control. 
So, does in the end economics rule this fund, or is it politics? Is the financial industry in 
Romania that strongly related to politics, or does it follow true economics?  
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4.6 The International Scene 
 
Observing now the international scene, the communist regimes everywhere have deprived 
people of their properties, both real and personal, without offering any compensation or 
recourse. Restitution of property only became possible once communism had collapsed (1989 
– 1991). Many former Iron Curtain countries worked towards enacting legislation in order to 
provide private as well as communal property restitution. Communal property refers to 
property that has previously belonged to religious organizations or other type of 
organizations. This communal property category would include churches, parochial schools, 
synagogues, medical facilities and other.  
Once democracy has set in, the rule of law had to reaffirm itself and the former communist 
countries were striving for integration in Western economic and political organizations. Their 
desire for integration in the European Community gave them the necessary incentive to 
correct injustices that have previously taken place. The way they have approached this, was 
either by returning the nationalized properties or by offering monetary compensation instead.  
The United States was heavily involved in supporting rightful restitution of property that has 
been confiscated by the former communist governments in Central and Eastern Europe. 
Countries that were interested to join NATO (North Atlantic Treaty Organization) were 
judged by their action regarding property issues, in order to determine their level of progress. 
This is also of relevance for countries aspiring to membership in the EU (European Union).  
The reaffirmation and effectiveness of the rule of law is being stressed through positive 
property restitution action and is a necessary characteristic of a democracy. A healthy, well-
functioning market economy requires property laws that are both effective and non-
discriminating. (U.S. Department of State) 
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5. Does the Political Scene influence Investment Funds?   
 
In this last part of the paper, a regression analysis is being conducted in order to test if there 
exists a connection between elections (both general and presidential) and the net assets of 
investment funds. First, a short analysis of the elections in Romania after 1989 is presented to 
further try to observe the effects of these elections on the financial industry.  
5.1 The Romanian Political Sphere: Elections after 1989 
 
Romania’s first free elections took place on the 20th of May 1990, when the winning party 
was the National Salvation Front (FSN) and its elected president was Ion Iliescu. The party’s 
representation in parliament was high, reaching 66,6%. This day remained in the countries’ 
history and memory as “The Sunday of the Blind”. On this day the highest voting rate has 
been achieved in Romania, 86%, probably never to be seen again. Without any adversary, Ion 
Iliescu, the president to be elected, won with a majority of votes (85%). Whether this was or 
not a moral fraud, is an issue for others to debate. The next elections, also general, took place 
in Romania in 1992. Ion Iliescu was reelected as president in 1992, although this time only in 
the second tour. In only two years from the previous elections he lost approximately five 
million votes. This time the voting rate was 76%, and although it decreased compared to the 
elections in 1990, it was still very high. The winning party now was the Socialist Democrat 
Party of Romania (PDSR) and it had a much weaker representation in parliament than the 
FSN at last elections, of only 34%. (Economics and Finance, 2009) 
 
Ion Iliescu ruled until the next elections in 1996, when a change in ideology and of the 
governing parties marked the general elections. The democratic left was replaced by a middle-
right coalition and the fact that it managed to rule for four years meant an important thing. On 
the one hand, it signified that the political regime had the capacity to assure diversification 
and on the other hand it showed its capacity to fix society’s stability as a whole, given the 
harsh crisis conditions due to the economic restructuring. The party winning the 1996 
elections was the Democratic Convention of Romania (CDR) and the elected president was 
Emil Constantinescu. These elections also registered a high voting rate: 76%. The 
representation of the ruling party in the parliament was this time only 30,7%. In the year 2000 
general elections in Romania ended by reelecting Ion Iliescu, as candidate of the Social 
Democrat Party for his third presidential mandate. This party had a parliament representation 
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of a little more than previously, 36,6%. The voting rate this time decreased to 65% and the 
reason why Ion Iliescu has been reelected was that the right extreme had received a dangerous 
number of votes in the first tour, which allowed it to enter the second election tour. 
(Economics and Finance, 2009) This second election tour was the battle between the right 
extreme and the democratic left. The civil society moved as a whole against extremism and 
this is why Ion Iliescu received more support in the second election tour, including both 
opinion leaders and civil society, people that just yesterday were anti Ion Iliescu. In this case 
the mobilizing vector of the electorate was the strong and effective concentration of the 
democratic forces against the prevailing danger of a return to dictatorship. (Florian, 2010) 
 
In 2004 legislative and presidential elections took place that brought into power the alliance 
Justice and Truth PNL – PD (National Liberal Party – Democrat Party). Traian Basescu, still 
president of Romania today, was first elected in 2004. The voting rate decreased further and 
reached this time 58%. (Economics and Finance, 2009) The year 2004, as well as 2009, has 
brought a new situation in the political sphere. The change consisted in the fact that the one 
elected president was the one determining the majority of parliament. Since no party was 
represented by absolute majority in parliament, the president would have the obligation to 
consult the parties of the parliament in order to nominate the prime minister. The five years to 
come until the next elections were characterized by economic growth that was mainly based 
on consumption, but this had offered the possibility of better financial resources and enabled 
the increase of salaries. In 2009, only presidential elections have been conducted. Traian 
Basescu, as candidate of the Democrat Liberal Party, was reelected for his second mandate. 
2009 was the first time when the presidential elections were independent of the legislative 
ones. Here once again, the president was in charge of determining the majority in parliament 
and a new government. The economic crisis, which Romania was not managing to 
administrate for already one year did not influence the vote. What tried to avoid another 
election of Traian Basescu, was the political movement of an important social and political 
segment that was militating against Traian Basescu’s campaign. As it appears it managed to 
have declined the balance of elections, as Traian Basescu only won by 50,33% of the votes. 
(Florian, 2010) 
 
The presidential elections of 2009 were the sixth electoral cycle for the designation of the 
president in Romania in the democratic political regime that Romania had celebrated with the 
revolution in December 1989. After 20 years one can observe some social statistic 
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characteristics regarding the political system of transition towards a modern capitalist society. 
(Florian, 2010) 
 
5.2 Regression Analysis 
 
In order to evaluate if there exists a connection between changes in government or 
presidential elections and changes in the asset level of investment funds, I made use of the 
regression analysis tool. The method chosen here is multiple OLS (ordinary least squares) 
regression.  
 
In the following regression analysis three explanatory variables have been used: two control 
variables such as GDP growth rate and unemployment rate, and the variable of interest: an 
election year dummy that takes a value of one in case of change of government or presidential 
elections and a value of zero otherwise. Due to preliminary studies inflation has not been 
taken as a control variable anymore, as it didn’t present any significant results. Preliminary 
studies also showed insignificant results for the regression with Non-UCITS funds, which is 
why this analysis has also been left out. The purpose of the following regressions is to find 
out if there is a connection between elections (given here by the election year variable) and 
first, the net assets of UCITS funds and second, the assets under management (total). So, the 
analysis includes six different regressions: first three, where the dependent variable is the net 
asset value of UCITS funds and the last three, where the dependent variable are the assets 
under management (total). There are three regressions for each, due to the fact that for each 
regression one more independent variable is added. We start with one independent variable 
and end with three of them. The null hypothesis (H0) for these regressions is that there is no 
connection between elections and first, the level net assets of UCITS funds and second, the 
total assets under management.  
 
The data for these regressions were taken from the International Monetary Fund (GDP, 
inflation, unemployment), the European Fund and Asset Management Association (assets 
under management) and the Association of Fund Administrators in Romania (net asset value 
of UCITS funds and net asset value of Non-UCITS funds). The GDP growth rate is calculated 
based on the GDP data collected from the International Monetary Fund. As mentioned before, 
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due to preliminary studies, inflation, as an independent variable, has been taken out as well as 
the net assets of Non-UCITS funds, as a dependent variable.  
 
The first set of regressions verifies the existence of a connection between the net assets of 
UCITS funds and presidential elections/change of government. It approaches this problem in 
three different steps: first, the only independent variable is the election year dummy, second, 
the unemployment rate variable is added, and third, the GDP growth rate variable is added to 
the other two. This way, one can observe if the results of the regression analysis improve by 
the adding of more variables, which would mean a better explanation for a certain behavior of 
the level of net assets of UCITS funds by more factors.  
 
Table 9: Regression 1 
 
SUMMARY OUTPUT
Regression Statistics
Multiple R 0,023899357
R Square 0,000571179
Adjusted R Square -0,076307961
Standard Error 1599,61637
Observations 15
ANOVA
df SS MS F Significance F
Regression 1 19010,59025 19010,59 0,0074296 0,932624864
Residual 13 33264042,9 2558772,5
Total 14 33283053,49
Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%
Intercept 816,3088182 482,3024825 1,6925246 0,1143592 -225,6423459 1858,259982 -225,6423459 1858,259982
Election year 80,50393182 933,9747413 0,086195 0,9326249 -1937,225821 2098,233685 -1937,225821 2098,233685  
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Table 10: Regression 2 
 
SUMMARY OUTPUT
Regression Statistics
Multiple R 0,231899029
R Square 0,05377716
Adjusted R Square -0,10392665
Standard Error 1620,009913
Observations 15
ANOVA
df SS MS F Significance F
Regression 2 1789868,082 894934 0,341001 0,717729112
Residual 12 31493185,41 2624432
Total 14 33283053,49
Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%
Intercept 1997,527649 1518,684766 1,315301 0,212987 -1311,4022 5306,457498 -1311,4022 5306,457498
Election year 126,8207654 947,5611074 0,133839 0,895748 -1937,73753 2191,379061 -1937,73753 2191,379061
Unemployment -157,467214 191,6973055 -0,82144 0,427416 -575,1397618 260,2053344 -575,139762 260,2053344  
 
Table 11: Regression 3 
 
SUMMARY OUTPUT
Regression Statistics
Multiple R 0,516374058
R Square 0,266642167
Adjusted R Square 0,066635486
Standard Error 1489,612151
Observations 15
ANOVA
df SS MS F Significance F
Regression 3 8874665,518 2958221,84 1,333166298 0,313469881
Residual 11 24408387,97 2218944,36
Total 14 33283053,49
Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%
Intercept 1991,066092 1396,447546 1,42580801 0,181679565 -1082,494231 5064,62641 -1082,4942 5064,626415
Election year -87,6605095 879,5192874 -0,09966866 0,92240063 -2023,469408 1848,14839 -2023,4694 1848,148389
Unemployment -33,87097576 189,3529854 -0,17887743 0,861286021 -450,6340864 382,892135 -450,63409 382,8921348
GDP growth rate -2445,943118 1368,849938 -1,78685994 0,101515302 -5458,761515 566,875279 -5458,7615 566,875279  
 
From this first set of three regressions, one can observe that the multiple R improves over the 
three regressions to come from 2,3% to 51%, which represents a decent correlation between 
the dependent variable and the explanatory ones. The adjusted R square, which derives from 
the attempt to correct the original R square for degrees of freedom, has an evolution from -
7%, to 
-10%, and to finally reach 6,6% in the third regression. The reason why the adjusted R square 
has improved over the three regressions is that variables have been added that improve the 
model fit. A negative value for the adjusted R square (first and second regression) is an 
  
	  
Investment Funds in Romania	   	  	   	  
53 
indicator for a bad regression. This would mean that the explanatory power of the independent 
variables is so small that the correction used in adjusting the original R square turns it into a 
negative value, which was only possible because the original R square was already very small. 
One can observe an improvement from first to last regression, which shows that the GDP 
growth rate has added to the goodness of model fit, while the other two variables had very 
little explanatory power. An adjusted R square of 0,066 means that 6,6% of the variation of 
the dependent variable around its mean is explained by the three regressors (explanatory 
variables) found in the last regression. The standard error of the regression refers to the 
estimated standard deviation of the error term. (Cameron, 2009) 
 
The ANOVA, representing the analysis of variance, divides the sum of squares into the two 
types of components: on the one hand the residual (error) sum of squares and on the other 
hand the regression (explained) sum of squares. (Cameron, 2009) This explains how the 
equation of the regression accounts for variability in the dependent variable. (Verbeek, 2004) 
The F-test represents a test for the regression’s equation statistical significance. F is being 
calculated by dividing the explained variance by the unexplained one. (Cameron, 2009) 
 
Coefficients measure the expected change in the dependent variable with a change of one unit 
of the explanatory variable relevant for that coefficient, but important to stress, the other 
explanatory variables do not change. This condition is known as the ceteris paribus condition 
and in a multiple regression model, which is the present case, when interpreting single 
coefficients this can only be made under the ceteris paribus condition. (Verbeek, 2004)  
 
So, as observable from the first regression, the election event variable exhibits a positive 
correlation with our dependent variable, net assets of UCITS funds. In the second regression, 
the correlation between the political event and the dependent variable gets stronger and the 
unemployment rate shows a negative correlation with the level of UCITS funds assets. 
Interestingly, the third regression changes the correlation of the political event to our 
dependent variable from positive to negative, while the other two explanatory variables, 
unemployment rate and GDP growth rate, also portray negative correlations to the variable of 
interest. The GDP growth rate exhibits a very strong negative correlation to the net assets of 
UCITS funds. Again, I stress once more, the effects of the single explanatory variables are 
only on the dependent one, with all the others kept constant.  
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Could this negative correlation between presidential election/change of government taking 
place and the net asset value of UCITS funds show that people have little trust in the new 
government? Do they quit the hope for an important change in the system?  
 
At the 5% level (value of alpha), the null hypothesis is not being rejected since the t-value for 
the election year variable is in all three regressions lower than 1,96. The probability value (p-
value) denotes the minimum size for which rejection of the null hypothesis would take place. 
The p-value also shows the decision’s sensitivity for rejection of the null hypothesis regarding 
the significance level choice. (Verbeek, 2004) In the present case the p-values for the election 
year variable, 0,93, 089 and 0,92, indicate in all three cases, that the null hypothesis is not 
rejected at the 5% significance level. 
 
In the second three-step regression analysis, we are going to look at the behavior of total 
assets under management when presidential elections/change of government take place. We 
try to find if the political scene influences the level of assets under management and for this 
purpose I made use of three different regressions. First, once again, the regression runs 
between the assets under management and the political event variable exclusively. Second, the 
unemployment rate variable is added as in the previous case and third, the GDP growth rate 
variable is further added. The scope is to see if the model fit improves by adding more 
variables.  
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Table 12: Regression 4 
 
SUMMARY OUTPUT
Regression Statistics
Multiple R 0,07536872
R Square 0,005680444
Adjusted R Square -0,160039482
Standard Error 475,1906343
Observations 8
ANOVA
df SS MS F Significance F
Regression 1 7740,041667 7740,04167 0,034277375 0,859217897
Residual 6 1354836,833 225806,139
Total 7 1362576,875
Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%
Intercept 348,1666667 193,9957641 1,79471273 0,122848613 -126,5238666 822,8572 -126,523867 822,8572
Election year 71,83333333 387,9915282 0,1851415 0,859217897 -877,5477332 1021,2144 -877,547733 1021,2144  
 
Table 13: Regression 5 
 
SUMMARY OUTPUT
Regression Statistics
Multiple R 0,344125241
R Square 0,118422182
Adjusted R Square -0,234208946
Standard Error 490,1464167
Observations 8
ANOVA
df SS MS F Significance F
Regression 2 161359,3261 80679,66306 0,33582453 0,729712248
Residual 5 1201217,549 240243,5098
Total 7 1362576,875
Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%
Intercept -297,4099572 831,7579688 -0,35756791 0,7352647 -2435,511883 1840,691968 -2435,51188 1840,691968
Election year -6,979494635 412,1606201 -0,01693392 0,98714428 -1066,472098 1052,513108 -1066,4721 1052,513108
Unemployment 111,6592604 139,6360998 0,799644652 0,46020207 -247,2867612 470,605282 -247,286761 470,605282  
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Table 14: Regression 6 
 
SUMMARY OUTPUT
Regression Statistics
Multiple R 0,900335287
R Square 0,81060363
Adjusted R Square 0,668556352
Standard Error 254,0015325
Observations 8
ANOVA
df SS MS F Significance F
Regression 3 1104509,761 368169,92 5,70657632 0,062848465
Residual 4 258067,1141 64516,779
Total 7 1362576,875
Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%
Intercept 592,6834659 489,8798821 1,2098547 0,29294343 -767,4411349 1952,80807 -767,4411349 1952,808067
Election year -250,9560767 222,916307 -1,125786 0,32323038 -869,8709662 367,958813 -869,8709662 367,9588127
Unemployment 70,79710383 73,14656779 0,9678801 0,38791325 -132,2903263 273,884534 -132,2903263 273,8845339
GDP growth rate -3455,644804 903,8054348 -3,823439 0,01872302 -5965,01098 -946,27863 -5965,01098 -946,278629  
 
The second set of regressions shows that the multiple R registers a very significant 
improvement over the three regressions to come from 7% to 90%, which represents a very 
good correlation between the dependent variable and the explanatory ones. The adjusted R 
square exhibits also a spectacular evolution from -16%, to -23%, to finally reach 66% in the 
last regression. In the first two regressions the adjusted R square has exhibited negative 
values, which explains that the independent variables present here, have little explanatory 
power over the dependent one. The third regression, on the other hand, as in the previous set 
of regressions, exhibits a relatively high adjusted R square. This means that the GDP growth 
rate has contributed significantly to the goodness of model fit. The 0,66 value of the adjusted 
R square from the last regression, represents that 66% of the variation of the dependent 
variable around its mean is explained by the three regressors.  
 
Like the previous set of regressions, the first one here also gives a positive correlation 
between the assets under management and the political elections event. In the second 
regression, one observes a negative correlation of the dependent variable with the election 
year variable, but a positive one with the unemployment rate. Third, the negative correlation 
to the election year variable is maintained, also the positive one to the unemployment rate and 
in addition to this, one can also see a very strong negative correlation (once again) to the GDP 
growth rate.  
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At the value of alpha of 5%, the null hypothesis cannot be rejected here, since the t-value for 
the election year variable is in all three regressions lower than 1,96. The p-value (probability 
value), which denotes the minimum size for which rejection of the null hypothesis would 
happen, starts with a value of 0,82 for the election year variable, to exhibit an even higher 
value in the second regression (0,98) and to improve by the last regression with a value of 
0,32 closer to 0,05. As observed, none of the regressions allows for the rejection of the null 
hypothesis at the 5% level. The inability of rejecting the null hypothesis means that a 
connection between the level of total assets under management and presidential 
elections/change of government could not have been proven. A weak point in these 
regressions was also the few number of observations. 
 
As observed in the last regression of the second set, the regression has delivered statistically 
significant results for the connection between the level of assets under management and the 
GDP growth rate. The statistically significant results for the GDP growth rate are argued by 
the p-value of  0,018, which is lower than the 0,05, the value of alpha. Due to these results, I 
have decided to run a regression between the assets under management and the GDP growth 
rate exclusively. The results of this regression are presented below. 
 
Table 15: Regression 7 
 
SUMMARY OUTPUT
Regression Statistics
Multiple R 0,849878256
R Square 0,72229305
Adjusted R Square 0,676008559
Standard Error 251,129803
Observations 8
ANOVA
df SS MS F Significance F
Regression 1 984179,8074 984179,8074 15,605509 0,007534349
Residual 6 378397,0676 63066,17793
Total 7 1362576,875
Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%
Intercept 926,3821831 167,3236443 5,536469079 0,00146435 516,9559756 1335,80839 516,955976 1335,808391
X Variable 1 -3305,884645 836,8521304 -3,95038087 0,00753435 -5353,588037 -1258,1813 -5353,58804 -1258,18125  
 
For a better visual understanding of the relation between the assets under management and the 
GDP growth rate, the scatter plot below illustrates the regression between the two variables.  
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Figure 14: Scatter plot of regression 7 
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The assets under management are represented here in million EUR on the x-axis and the GDP 
growth rate is represented on the y-axis.  
 
The independent variable in regression nr. 7, is, as already mentioned before, the GDP growth 
rate. The 0,84 value for R represents an 84% correlation between the level of assets under 
management and the GDP growth rate. The adjusted R square also exhibits a relatively high 
value, 0,67, which means that 67% of the variation of the dependent variable around its mean 
is explained by the regressor (GDP growth rate). The connection between the dependent 
variable here (assets under management) and the independent one (GDP growth rate) is highly 
statistically significant due to the p-value of 0,007, much lower than the value of alpha, 0,05.  
 
The correlation between the level of assets under management and the GDP growth rate is 
strongly negative. Now, what could this mean: a fall in GDP growth rate causing an increase 
in the level of assets under management? It most probably leads to a variable that has an 
influence over both assets under management and GDP growth rate. The best explanation here 
would be the presence of the time variable. GDP growth slowed down over time and became 
probably even negative, while the amount of assets under management was growing, given 
the fact that Romania is an emerging market economy. Due to the conclusion driven here, a 
further regression was thought of, that between the GDP growth rate and time.  
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Table 16: Regression 8 
 
SUMMARY OUTPUT
Regression Statistics
Multiple R 0,79098019
R Square 0,62564966
Adjusted R Square 0,56325794
Standard Error 0,07495714
Observations 8
ANOVA
df SS MS F Significance F
Regression 1 0,056341743 0,056342 10,02777 0,019400513
Residual 6 0,033711439 0,005619
Total 7 0,090053181
Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95,0% Upper 95,0%
Intercept 73,6597112 23,20747118 3,173965 0,019222 16,87307505 130,446347 16,873075 130,4463474
X Variable 1 -0,03662608 0,011566138 -3,16666 0,019401 -0,0649274 -0,0083248 -0,0649274 -0,00832476  
 
The independent variable in the regression nr. 8 is time and we can observe here a good 
correlation between the GDP growth rate and time (79% - multiple R). The adjusted R square 
with a value of 0,56 shows the fact that 56% of the variation of the dependent variable around 
its mean is explained by time (the regressor here). The correlation between the two factors is 
negative, which explains what was a presumption before, that the GDP growth rate has 
slowed down over time. With a p-value of 0,01, lower than the level of alpha, 0,05, these 
results are statistically significant.  
 
The following visual representation is the GDP growth evolution over the time frame for 
which data for assets under management (total) were available. From the picture below, one 
can observe that the GDP growth rate has decreased over the last 8 years.  
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Figure 15: Evolution of GDP growth rate 
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Although no statistically significant results were obtained to prove a connection between 
presidential elections/change of government and the level of assets under management (both 
UCITS and total) in any of the above regression analysis, one could still observe interesting 
correlations. I believe this would offer some space for open questions, like: Does the negative 
relation between the two variables of interest (last regression in the first and second set) 
suppose people’s disappointment with elections or does it shelter possible extractions of 
money/funds due to electoral campaigns? Further questions that I challenge the reader to think 
about and to maybe take them as provocative ideas for future examination are the following: 
Could it be that inflows of money target those investment funds that invest in the “right” 
companies? And by “right” companies I mean those connected with the members of the 
political party in power. Does this lead to the question of corruption? And then I allow myself 
to ask, how free is in fact the market economy in Romania? Is it “freer” for some than for 
others? 
 
If there is manipulation of funds due to corruption, then how much is the political scene in 
reality related to the economic growth or better said to the development of some companies 
and not of others? Is economic efficiency the most important matter for the growth of a 
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company or are there other factors, like political ones? How far has Romania gone West since 
1990? And how much of a free market economy has it really become? 
 
Are we heading in the right direction? How does the future of the Romanian economy look 
like, but more interesting for us, how will the investment fund industry in Romania look like? 
Mr. Dragos Neacsu, the president of the Romanian Association of Fund Administrators and 
CEO of Erste Asset Management Romania (Member of Erste Group Bank), mentioned in one 
interview that the investment fund industry in Romania is at the point where it targets the 
required critical mass to achieve playing a major role in the financing process of the real 
economy. He added that the investment fund industry has much gained in importance due to 
the fact that the Treasury uses the domestic market to finance budget deficits. This is an 
important binomial that should be consolidated in up to five years time and developed in order 
to achieve growth of both volume and quality. He observes that the important step here is 
heading towards a zone of added value where the job of the money managers is to bring both 
present and future investors to the convincement not just to save, but to regularly invest. The 
creation of a solid investment culture is needed.  
 
A very interesting point mentioned in this interview is the aspect of “entrepreneurial 
initiative”, as he calls it. As to this he makes a beautiful remark: “We lack a lot the 
entrepreneurship, which has not been cultivated as a state policy. Unfortunately, those who 
have been the forerunners of the Romanian entrepreneurship left the country in those troubled 
90’s, and now we only have a few of them. Still, I believe that we have the entrepreneurial 
spirit in our genes, and it just lacks the context to develop.” (Interview with Mr. Dragos 
Neacsu, 2010) 
 
 
  
	  
Investment Funds in Romania	   	  	   	  
62 
6. Conclusion 
 
If the paper started with many questions, it should probably end with many answers. But how 
am I to give these answers?  
 
The story started in the 1990s, after the bloody revolution that killed communism in Romania 
to end in our present days. The story traveled over two decades and focused on Romania’s 
economic transformation and development, more precisely on the financial industry. This 
paper has tried to present what democratization and privatization meant in Romania, it 
observed how this has gradually taken place and how in this privatization process some were 
more favored than others. The privatization process was closely related to the political stage 
and the protagonists in this privatization process were former supporters of the communist 
party.  
 
It has taken some time for people to truly understand the concept of private ownership and not 
expect their well being to come from the state. To completely change mentalities took almost 
two generations, time in which some people were melancholic when thinking about the past. 
But the metamorphosis has already taken place and they had to adjust and try to understand 
how the new system was functioning. As presented in this paper, Romania had to face crisis 
until it managed to stabilize its economy and started to bring it closer to Western standards. 
An emerging economy, with many privatizations taking place, Romania looked appealing to 
foreign investors, which eventually had important participation in the growth of Romania’s 
economy, also due to technological development, what post-communist countries were 
absolutely lacking. The focus here was the development of the banking system, through 
acquisitions of important Romanian banks by foreign companies and the creation by these of 
asset management companies, which helped develop the investment fund industry. How 
educated investments are being done in Romania still remains an open question, but as shown 
in this research this industry has been developing significantly. As observed in this paper, 
compared to other post-communist countries, Romania still has a lot to catch up, but this can 
just mean that it has lots of growth potential. This is also how the strong foreign direct 
investment in the past couple of years can be explained.  
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This thesis has tried to assess Romania’s economic development in comparison with other 
Eastern European countries and developed Western economies, as well as trace the evolution 
and history of its investment fund industry. The interesting question that it has asked here was 
the existence of a connection between presidential elections/change of government and the 
level of assets under management. Although it couldn’t prove the existence of such a 
connection, it showed some important correlations that could open further challenging 
questions.  
 
So let us end this research by trying to give an answer to the critical question: Did Romania 
go West since 1990? And if so, how much did it move west? Romania certainly did progress 
in this direction, it went through important restructuring, but it’s still lacking transparency in 
many aspects. It is true that it has implemented Western values, but it has implemented them 
given certain constraints of the time. The analysis of the investment fund industry points out 
important growth and progress, as well as much development potential for the future. One can 
observe that Romania is heading West, but it still has a long way to go until it can catch up 
with developed economies and even with developing post communist countries like Hungary, 
Poland, Czech Republic and Slovakia. A good proof for Romania moving westwards was also 
the entering of the European Union, although now it has problems entering Schengen. How 
much of a free market economy Romania has become and if it is sometimes “freer” for some 
than for others, will remain an open question. 
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Proposal for Further Research 
 
First, I would like to stress the fact that it would be highly interesting to try to assess 
Romania’s orientation after Western values as a whole and compare this to other post-
communist countries. It would also be highly appealing to see why some post-communist 
countries developed quicker than others. What were the factors playing a vital role in this 
process? Did adaptation take place at a faster pace? Was the reason behind this a longer 
capitalist education? 
 
But coming back to the main topic of this paper, I would recommend further research in the 
direction of the companies the investment funds target their investments at, who exactly 
manages the funds and who manages and owns the companies the investment funds are 
interested in. Are these people connected to the political scene? And if so, are decisions based 
on economic efficiency or are they corrupt?  
 
In addition to this it would also be challenging to look at each year with presidential 
elections/change of government in particular and analyze how the level of assets of 
investment funds were affected as well as their decisions. This might lead to positive or 
negative correlation between the level of assets under management and the hope, or the loss of 
hope, for a certain party to win elections. One can observe, which candidate parties influence 
the level of assets under management positively, and which negatively, if influencing at all. 
Quantifying such an influence could be of high interest in the field of behavioral 
economics/finance.  
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Appendix 
 
Abstract 
 
A journey through Romania’s recent economic history with a focus on the development of the 
investment fund industry and its supposed connection with the political scene is the story and the 
purpose of this thesis. The reason why I chose this topic is my heritage as well as my interest for 
the investment fund industry due to my study and my work.  
 
The introduction presents the scene of the end of communism and what this transformation meant 
for the society. Second, it takes the reader through the democratization and privatization process, 
banking system development as well as the birth of asset management companies. Third, it 
illustrates the role of asset management companies and the growth of the investment fund 
industry, which signals important economic development for Romania. Romania is being 
compared here with other Eastern European countries as well as Western economies. Fourth, it 
focuses on a special fund, Proprietatea Fund that was created with the purpose of the restitution 
of property that was taken away by the communist state. Fifth, the challenging question of a 
connection between political events like presidential elections/change of government and the 
level of assets under management is being assessed. And last, a conclusion is being drawn 
regarding the researched topics of this paper and leaving the open question of how West Romania 
went since the bloody revolution of 1989 as well as how much of a free market economy it has 
become.  
 
 
 
 
 
 
 
 
 
 
 
Kurzfassung 
 
Eine Reise durch die junge wirtschaftliche Geschichte Rumäniens mit einem Schwerpunkt auf 
der Entwicklung der Fondsindustrie und ihres vermeintlichen Zusammenhanges mit der 
politischen Szene ist das Werk und Ziel dieser These. Der Grund, warum ich dieses Thema 
gewählt habe, ist mein Erbgut sowie mein Interesse für die Fondsindustrie aufgrund meines 
Studiums und meiner Arbeit. 
 
Die Einführung präsentiert die Szene vom Ende des Kommunismus und was diese 
Transformation für die Gesellschaft bedeutete. Zweitens, führt es den Leser durch den Prozess 
der Demokratisierung und Privatisierung, durch die Entwicklung des Bankensystems sowie durch 
die Geburt von Asset Management-Gesellschaften. Drittens, zeigt es die Rolle der Asset 
Management-Gesellschaften und das Wachstum der Fondsbranche, die eine wichtige 
wirtschaftliche Entwicklung für Rumänien signalisiert. Rumänien wird hier mit anderen 
osteuropäischen Ländern verglichen, sowie mit westlichen Volkswirtschaften. Viertens, 
konzentriert sich die Arbeit auf einen speziellen Fond, Proprietatea Fond, der mit dem Zweck der 
Rückgabe von Eigentum, das von dem kommunistischen Staat aufgenommen wurde, erstellt 
wurde. Fünftens, die herausfordernde Frage nach einem Zusammenhang zwischen politischen 
Ereignissen wie Präsidentschaftswahlen/Wechsel der Regierung und der Höhe der verwalteten 
Vermögen wird geprüft. Letztens, eine Schlussfolgerung wird gezogen bezüglich der 
recherchierten Themen dieser Arbeit und folgenden offenen Fragen: wie weit westlich ist 
Rumänien seit der blutigen Revolution von 1989 gegangen und wie viel von einer freien 
Marktwirtschaft ist es geworden. 
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